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FARM CREDIT IN KANSAS 

Early in the spring of 1914 the department of economics at 
the University of Kansas made an investigation of the rural credit 
situation throughout the state with a view to ascertaining 
whether there was sufficient foundation for the contention that 
our credit system is prejudicial to the interests of farmers and, 
if so, what remedial measures seemed to be most adequate. Sched- 
ules of questions relative to farmers' interest rates, credit trans- 
actions, etc., were sent to representative bankers, merchants, and 
farmers in each of the 105 counties. In the distribution of these 
schedules considerable care was exercised. An attempt was made 
to secure information from every county-seat and from at least 
one rural district within the county. Moreover, the questionnaires 
were so arranged that the statements of the various correspon- 
dents were available for comparison. Where any serious discrep- 
ancy appeared, the matter was satisfactorily adjusted through 
further correspondence. Altogether, replies were received from 
179 bankers, 122 farmers, and 80 merchants. At least one 
banker and one farmer reported from each county. 

Land mortgage loans. The capital requirements of the farmer are 
supplied by two forms of loans — the long-term and the short- 
term. The long-term loan is used in aiding to pay the purchase 
price of the farm, in making permanent improvements or, in fact, 
whenever the expense of productive equipment is too great to be 
met out of the income of two successive years. The security for 
such a loan is the farm mortgage. 

The mortgage loan — varying in amount from $100 to $10,000 
— is generally made for a term of five years with the provision that 
the mortgagor may reduce the principal by $100 or any multiple 
thereof on interest-paying dates. Life insurance companies regu- 
larly invest in farm mortgages of the larger denominations which 
mature in five or seven years. Only a few ten-year loans are 
made. In some of the western counties, where a loan of $300 is 
the most that can be made on a farm of 160 acres, a term of one 
or two years is common ; but, on account of the uncertainty of 
land values in these parts, land mortgage loans are not popular 
with bankers. A decided preference is shown for chattel mortgages 
and personal paper. 

The rate of interest on mortgage loans varies from 6 to 10 
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per cent. From the northern to the southern counties there is a 
gradual rise of from % to 1 per cent. Likewise, from the eastern 
to the western tier of counties there is an increase of approximately 
4 per cent. The highest rate reported by western bankers is 10 
per cent, but, on account of the heavy expense incident to the 
granting of a loan together with the fact that the demand for 
loans cannot be fully met, the actual rate is frequently usurious. 
Foreign capital 1 discreetly avoids western Kansas and the farmer is 
at the mercy of the lenders of local capital. 

In the eastern half of the state, life insurance companies make 
mortgage loans up to 40 and 45 per cent of the value of farm 
lands at 5 and 5% per cent. To this rate, on a five-year loan, 
must be added the loan agent's commission 2 of 5 per cent, which 
makes an addition of 1 per cent to the rate recorded in the mort- 
gage instrument. In some counties where competition is not a 
strong factor the agent's commission is much higher, but in no case 
does it cause a difference of more than 2 per cent between the rate 
paid by the farmer and the rate received by the insurance 
company. 

Banks and mortgage companies seldom make farm loans for less 
than 6 per cent, but with these institutions the commission charge 
is not over 2 or 3 per cent on five-year loans. Usually the bor- 
rower pays the commission at the time the loan is made by having it 
deducted from the principal. For instance, a commission of 3 per 
cent deducted from a loan of $500, maturing in five years and 
bearing 6 per cent interest, leaves the borrower a net loan of $485. 
When he has paid interest charges of $30 per annum and repaid 
the principal, his actual interest rate has been 6.8 per cent. On 
larger loans a second mortgage is frequently taken for the amount 
of the commission. 

The following table shows the prevailing rate of interest 3 on 

•Eastern life insurance companies make extensive farm loans in only two 
of the 46 counties comprising the western half of the state — Barton and 
Stafford. 

"The commission charge is divided between the district or state agent who 
has general supervision over the company's loans in his territory and the local 
agent who solicits the loan. 

"The questionnaires sent to farmers and bankers asked for the prevailing 
rate in each instance. Owing to a difference in the customary size and term 
of loans some variation in the rates reported was inevitable. It is significant 
that the rates reported from rural districts were frequently higher than the 
rates obtaining in county seats. 
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long-term loans by counties. The rates under 10 per cent include 
commissions. 

Table 1. — Rate* of interest on long-term loam. 
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In addition to the regular interest and commission charges the 
borrower bears the expense of establishing a clear title to his land. 
This cost is sometimes excessive, especially where the land has been 
subject to numerous transfers. In the majority of cases, too, 
the borrower pays the recording fee, the notary fees, and the 
charges for inspecting the property to be mortgaged. When all 
these expenses have been met by the farmer his actual cost of bor- 
rowing is from 1 to £% per cent higher than the rate recorded in 
the mortgage contract. 

Personal loans. Just as the long-term or land-mortgage loan is 
needed for the purchase and improvement of the farm, so the 
short-term or personal loan is necessary in the growing of crops. 
From the time the ground is prepared and the seed planted until 
the crop is harvested a period of six or nine months may have 
elapsed. In the meantime the farmer's income is small and his 
expenses heavy. He is obliged to make continual advances for the 
payment of wages and for the purchase of productive equipment 
and supplies. Funds are required not only to grow the crops but 
also to tide him over until his products have been sold. 

Short-term loans for meeting these temporary claims are sup- 
plied by the banks and merchants. Bank loans, made on the per- 
sonal integrity of borrowers or secured by chattel mortgages, are 
generally drawn for terms of three or six months with interest 
taken in advance out of the loan. Some thirty and sixty-day 

4 Thirteenth Census of the United States, vol. VI, p. 578. 
»I6tU, vol. II, p. 674. 
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loans are made, but there is relatively a small demand for them. 
Owing to the nature of the farmer's occupation it is impossible 
for him to turn over his capital in so short a time. In fact, during 
the last five years a term of six months has been insufficient for 
the majority of borrowers, and renewal at maturity has become a 
general practice. 

The rate of interest on short-term bank loans varies from 7 to 
10 per cent. These rates, however, are slightly below the borrow- 
er's actual rate when account is taken of the method of making 
the loan. The deduction of 10 per cent interest in advance from a 
loan of $1000 maturing in six months raises the actual rate to 
10.55 per cent. And if, when the loan matures, the principal 
cannot be paid, this rate is maintained by adding the interest to the 
principal and renewing for a corresponding term. This practice, 
coupled with the fact that when a chattel mortgage is given as 
security the borrower pays the recording fee and inspector's 
charges, frequently makes the cost of short-term loans more than 1 
per cent above the bank rate. 

The following table, compiled from the reports of farmers and 
bankers, shows the prevailing rate of interest on short-term bank 
loans by counties: 

Table 2. — Kates of interest on short-term bank loans. 
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The merchant extends short-term credit to the farmer when he 
allows him the privilege of running accounts, or when he accepts 
a note given in payment for machinery, fertilizer, building mater- 
ial, and other supplies. Cash sales are not common although dealers 
invariably demand cash for seed. According to the estimates of 
80 merchants who deal largely in farm supplies, not more than 9,5 
to 30 per cent of such sales are made on a cash basis. 

8 Thirteenth Census of the United States, vol. VI, p. 578. 
1 Ibid., 568. 
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Where book credit is freely granted it is customary for dealers, 
especially implement dealers, to add a larger margin of profit in 
th sale price. For instance, $10 is added to the cash price of a 
header, $5 to the cash price of a binder, and $2 to the cash price 
of a mower. The difference between the cash and the credit price 
on standard implements varies from 5 to 10 per cent. When 
the account runs for a period of only six months, this difference is 
equivalent to paying a rate of interest well above 10 per cent. 

Practically all credit sales are made on a fall settlement basis. 
In the western counties accounts are payable after August 1, or as 
soon as the wheat crop has been sold. In those sections where 
farming is more diversified, with corn as the leading crop, accounts 
are payable in October or November. It is not expected that these 
accounts will run for longer than six to nine months, but in adverse 
years the percentage of unpaid accounts may be very large. One 
dealer doing an extensive credit business in central Kansas esti- 
mates that 75 per cent of his book accounts in 1913 were carried 
over. Most dealers, however, who sell on a fall settlement basis 
sell on the understanding that if the account cannot be fully settled 
after harvest the farmer will give his note, bearing interest, for 
the amount unpaid. 

Where book credit is not allowed the dealer reduces his margin of 
profit and, in lieu of cash, demands the farmer's note at the time 
the sale is made. Notes are payable in the autumn no matter 
when drawn. The exact date of maturity is made to correspond 
with the sale of the crop. But when the cost of a binder, header, 
or other heavy machinery is too great to be met out of the income 
of a single year, the privilege is sometimes granted of paying in 
two fall instalments, one payment being due immediately after 
harvest. For the balance a new note maturing a year hence is 
given. The rate of interest on these notes varies but little from 
one section of the state to another. A uniform rate of 8 per cent 
is reported by 49 dealers representing as many counties ; 10 report 
rates varying from 8 to 10 per cent; 21 report uniform rates of 
10 per cent. Naturally, the higher rates prevail in the western 
counties. 

Are the rates high? For the purpose of ascertaining whether 
the general sentiment of farmers and bankers was favorable or 
unfavorable to existing rates the question was asked: "Do you 
consider the rates high?" In the replies from bankers, 122 answered 
the question in the negative; 50 reported the rates too high; and 
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7 failed to make any definite statement. In the 46 counties com- 
prising the western half of the state, bankers were evenly divided 
in their opinions. With reference to the replies of farmers, 43 
expressed satisfaction with present rates ; 71 regarded the rates as 
being too high for profitable farming ; and 8 were non-committal. 
In the western half of the state, 4 out of every 5 farmers expressed 
complete dissatisfaction with the rate of interest they have to pay. 

On the whole, the prevailing sentiment among the farmers fol- 
lower interest rates does not appear to be overwhelming except in 
those counties where agricultural production is ever an uncertain 
matter and land values exceedingly speculative. In the older 
sections of the state the farmer is satisfied with the prevailing in- 
terest rate because he is assured of average returns on his capital. 
As a matter of fact, some of these farmers have financial inter- 
ests which would cause them to regard with disfavor any plan 
looking toward a permanent reduction in the interest charge. In 
many of the country banks, for instance, the farmers already con- 
stitute the great body of stockholders to whom lower interest rates 
would mean lower dividends. To another type of farmers, land 
speculators, farming is a transitory occupation, a means of ac- 
cumulating capital which in later years can be made to provide 
a city home and an independent income. They borrow because 
they hope eventually to be lenders. They are satisfied with high 
rates because they expect to demand them in turn. Finally, farm- 
ers as a class attach more importance to the growing of crops than 
to careful economy in business methods. As one correspondent 
explains: "It is not so much a question of the rate of interest as 
of being able to get loans when needed." 

A comparison of the short-term rates accorded to farmers and 
merchants reveals a slight advantage in favor of the latter. Ac- 
cording to the reports of 115 bankers the rates paid by farmers and 
merchants are approximately the same; 6 banks report a higher 
rate for merchants, and 58 banks a higher rate for farmers. Thus 
about one third of the banks reporting charge higher rates on 
farmers' loans, but the difference is very small. Where the farmer 
pays 8 per cent the merchant is reported as paying 7 to 8 per cent. 
Loans made to farmers at 10 per cent are made to merchants at 
8 to 10 per cent. 

In order to compare the farmers' rate on long-term loans with 
the rate paid by other borrowers, bankers were asked to quote the 
rate of interest on loans secured by town or city real estate in their 
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respective communities. A comparison of their replies shows that 
with 156 banks the rate on city real estate is higher than the rate 
on farm mortgage loans — in amount varying from % to 2 per 
cent ; 2 banks report a higher rate on farm loans ; 21 banks 
(located for the most part in western counties where loans are 
seldom made on town property or farm lands and where 10 per 
cent is the lowest rate on any kind of security) report the same 
rate on all mortgage loans. 

On long-term loans the farmer clearly has an advantage over 
other individual borrowers. But the question arises, Would nob a 
lower rate, both for social and economic reasons, be desirable? 
Bankers spurn the suggestion, maintaining that lower rates would 
only cause higher land values, land speculation, over-expansion and 
reckless use of credit, and that the rate of interest should be 
allowed to adjust itself to the type of security the farmer has to 
offer. 

There is perhaps some truth in these contentions, but the fact 
remains that our rural credit system offers little encouragement 
to the young man who aspires to land ownership. In the first place, 
it fails to make provision for an adequate term of loans. A 
scheme which provided for a longer term of loans and a reduction 
of the principal on the amortization plan would make the outlook 
of the young farmer more promising. In the second place, land 
values are high ; in fact, out of all proportion to the capitalization 
of the rent at the current rate of interest. Land which yields an 
annual rent of $3 per acre frequently sells for more than $100. 
In order to become a landowner on borrowed capital one must 
pay an interest rate of at least 6 per cent and other charges which 
may increase the actual rate to t per cent. With such an unfavor- 
able ratio existing between earnings and expenses the ownership of 
land is gradually passing out of the hands of the actual 
cultivators. 8 

Forces affecting the rate. From the point of view of the banker, 
farmers themselves are largely responsible for the rate of interest 

8 The following table shows the increase of tenancy in Kansas during the 
last three decades as reported by the Thirteenth Census, vol. VI, p. 557. 

Percentage of farms 
Tear operated by tenants 

1880 16.3 

1890 28.2 

1900 35.2 

1910 36.8 
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they have to pay. One correspondent suggests that the farmer who 
leaves his machinery in the fence corner eleven months in the year 
or who mortgages his home to buy an automobile must sooner or 
later pay the price in his interest rate. Bad farming, wasteful 
methods, borrowing for unproductive purposes, neglect in the 
prompt payment of loans, and other similar shortcomings are 
given as fundamental causes for existing rates. 

In recent years the spirit of land speculation has been more in- 
strumental than any other factor in promoting a system of waste- 
ful farming. Higher prices received for farm products since 1900 
have caused a phenomenal rise in land values. Ownership of land 
has become especially desirable, not so much for its immediate in- 
come as for the prospect of a further rise in value. Even bankers, 
merchants, and private investors have contributed to the specula- 
tive spirit — purchasing land with idle funds, deriving whatever 
income it yielded in the hands of incompetent tenants, and await- 
ing the natural increase in value. This practical certainty of an 
unearned increment has, in many cases, made farming a pastime 
and speculation a business. Incidentally it has discouraged lower 
interest rates. 

In western Kansas, land values are speculative chiefly because of 
the uncertainty of the wheat crop. In several counties fully 90 
per cent of the total improved farm acreage is devoted to the 
production of wheat. When good years follow in succession, set- 
tlers are attracted in large numbers and land sells at a high figure. 
When drought follows drought, land values decline and there is a 
material diminution in the number of operated farms. The effect 
of these uncertain conditions is disastrous. Poor crops deplete the 
supply of local capital and arouse the suspicion of the foreign in- 
vestor. The uncertainty arising from the possibility of a crop 
failure is reflected in the current rate of interest. 

Notwithstanding the fact of bad farming under a wasteful 
system, foreign capital has continually sought investment in Kan- 
sas farms during the last twenty years. The principal foreign 
investors are the life insurance companies. In 1913 the Prudential 
Insurance Company of Newark and the Union Central Life of 
Cincinnati each had investments of over $9,000,000 in farm mort- 
gages throughout the eastern half of the state. Other important 
investors were the Mutual Benefit Life, the Northwestern Mutual, 
and the Phoenix Mutual. The reports of all companies listing their 
investments by states show on December 31, 1913, a total invest- 
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ment in Kansas of approximately $56,500,000. This amount rep- 
resents 80 per cent of the total debt as returned by the United 
States Census for 1910 on Kansas farms operated by owners own- 
ing their entire farm. While the data are not exactly comparable, 
they show, nevertheless, the relative importance of foreign capital 
in fixing the rate of interest. 

Investment of local capital in farm mortgages is adversely 
affected by the general property tax law which subjects real and 
personal property to the same kind of taxation. To an investor 
the tax is extremely annoying. It scales down an interest rate of 
6 per cent on a mortgage loan to 4% per cent. Rather than suffer 
this loss of income the investor is obliged to invest his capital in 
foreign enterprises where his personal supervision can seldom be 
exercised. As a matter of fact, the recent efforts of the state tax 
commission to enforce rigidly the law in regard to the taxation of 
personalty has caused such wholesome fear of double taxation 
among investors that an enormous volume of capital annually seeks 
investment beyond the state boundaries out of reach of the tax- 
gatherers. The withdrawal of these loanable funds compels the 
farmer to pay a higher rate of interest than would be necessary 
under more lenient laws. 

Another phase of state legislation which affects the rate of 
interest on long-term loans is the redemption law, designed to 
safeguard the mortgagor who has defaulted on interest payment. 
For a period of eighteen months after foreclosure sale the mort- 
gagor has a right to redeem his obligation and regain title to his 
fand. During this time the lender is exposed to a loss not only on 
account of taxes and interest but also on account of the wilful 
negligence of the occupier in caring for the property. Thus by 
making the acquisition of property less desirable under foreclosure 
sale the long-time redemption privilege detracts from the security 
of a mortgage loan. A shorter period allowed for redemption 
would virtually lower the interest rate by enabling the borrower to 
secure larger loans on his property with less risk to the lender. 

Finally, there are the exemption laws which add to the lender's 
risk by making the non-payment of honest debts an easy matter. 
At present, one may own 160 acres of land, occupied as a home- 
stead, worth perhaps $32,000, with live-stock, feed, implements, 
and provisions enough to keep the farm in operation for one year 
and still be law-proof from the collection of debts. Manifestly 
the exemption allowed by law is excessive, inequitable, and injur- 
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ious. It grants a larger exemption to the owner of good land than 
to the one whose land has little value. It gives rise to recklessness 
on the part of borrowers in contracting debts and to negligence in 
prompt payment. It follows that the rate of interest must be high 
enough to cover the lender's risk and pay for the cost of collection. 
A reduction of the exemption to a reasonable and uniform amount 
of property value making the excess subject to execution for the 
collection of debts would afford the worthy debtor ample protec- 
tion and at the same time act as a powerful restraint on the 
injudicious use of credit. 

Remedies. Much has been said concerning the possibilities of 
cooperative credit as a remedial agent for high interest rates and 
impoverished agriculture, but it is doubtful whether the adapta- 
tion of the European credit associations to American conditions 
would be feasible at the present time. On this point farmers were 
asked the question: "What percentage of farmers, in your 
opinion, would be willing to form cooperative credit associations? 
Such associations would (1) receive deposits, (2) borrow addi- 
tional funds outside on the combined security of the property of 
all members, and (3) make loans to members at a rate of interest 
just high enough to cover expenses." In reply, 36 farmers stated 
that no one would enter such an association, the chief reason 
being that no one would want to create a lien on his property for 
the benefit of others ; 52 refused to make any estimate on the 
ground that they had never heard the subject discussed and were 
therefore incompetent to judge; 34 made estimates varying from 
2 to 100 per cent. Apparently cooperation is little understood. 
The sentiment favoring cooperative organization is strongest, of 
course, in western Kansas where farmers would "try anything 
which offered the prospect of lower rates." On the other hand, 
those who are opposed to cooperative credit insist that no good 
farmer would join an association and that therefore the chances 
for successful organization and supervision would be extremely 
small. 

For the present, at least, there are a number of natural obstacles 
in the way of successful cooperative credit. In the first place, the 
frontier stage is not far enough in the past to have allowed the 
development of a cooperative spirit. The farmer is still a strong 
individualist. Living a comparatively isolated life, he has become 
accustomed to looking after his own affairs without the assistance 
of others; and it is seldom that he will brook their interference. 
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On account of the continual shifting of the rural population, the 
character of his neighbors is ever a matter of uncertainty. There 
is, moreover, no religious or communal bond to overcome the mutual 
distrust that frequently arises. These conditions militate strongly 
against the growth of a cooperative spirit. In the second place, 
a majority of the country banks are already owned by farmers 
who represent perhaps the best ability in the farming occupation 
and who would resent actively the formation of competitive organ- 
izations in their communities. Finally, farmers are suspicious of 
cooperative enterprise in all its forms. Partly for this reason 
cooperation in buying and selling has made little headway. 
The number of failures has been large. It would seem unwise 
therefore to advocate the establishment of farmers' cooperative 
banks until cooperation in its milder and safer forms has secured 
a permanent footing. 

In view of the inability of farmers either through individual 
initiative or collective action to deal adequately with the rural 
credit problem the question arises, Could the state, through legis- 
lation, enable the farmer to obtain his loans at a lower rate of 
interest ? 

Reference has already been made to the possibility of reducing 
interest rates by a repeal or modification of state laws now preju- 
dicial to the lender. In addition, it might be well to consider 
the adoption of a land title registration law, otherwise known as 
Torrens law. Such a law, while not directly affecting the rate of 
interest, would greatly reduce the cost of borrowing. At present 
the cost of establishing a title prior to the granting of a loan may 
make the cost of borrowing prohibitive. 

It is questionable whether state legislation should go any 
further. If the state were to attempt to solve the rural credit 
problem by making loans directly to farmers, it would be necessary, 
in providing sufficient funds for this purpose, to issue long-term 
bonds secured by mortgages on farm lands. In the opinion of the 
writer, however, this plan of dealing with the situation, while 
sound in principle, is too comprehensive to be within the purview 
of state legislation. The problem of giving to agriculture its 
proper place in the nation's business has become national in scope, 
therefore the larger program is one for federal rather than state 
initiative. This would insure the effective application of a common 
remedy to like conditions. It would be merely a continuation of 
the government's liberal land policy. 

George E. Putnam. 

University of Kansas. 



